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Income and Expenses of Eighth District Member
Banks—1973
WILLIAM LEPLEY
ET INCOME of the 431 Federal Reserve mem-
ber banks in the Eighth District rose by 9.8 percent in
1973, substantially higher than the 3.5 percent in-
crease that occurred in 1972. This increase in Eighth
District net income compares with increases for all
member banks in the nation of 17.3 percent in 1973
and 7 percent in 1972. The total operating income of
member banks in the District rose by 28.2 percent
during the past year, while total operating expenses
increased at an even faster rate of 31.4 percent. The
comparable figures for member banks in the nation
were 33.1 percent and 36.6 percent, respectively.
Many of the income and expense items increased
substantially in 1973. These figures should be consid-
ered in light of the monetary expansion, the high in-
flation rate, and the rising interest rates which oc-
curred in 1973.
Operating Income
Total operating income is largely determined by
investments in various earning assets and the rates of
return realized on these assets. Loan income makes up
the largest portion of bank revenue. Various security
holdings, trust services, service charges on deposit
accounts, and other miscellaneous items provide the
remaining sources of income.
Income from loans, including that resulting from
Federal funds sold and securities purchased under
agreements to resell, increased faster than all other
categories of operating income in 1973 (see Table I).
Receipts from loans increased by 37.5 percent in 1973,
following the 10.6 percent increase of 1972.
One reason for the gain in loan income was the
larger share of loans in the asset structure. While total
assets rose by 12.9 percent during the year, the
amount of total loans increased by 21 percent. As in-
dicated in the accompanying chart, loans as a percent-
age of total assets increased from 53.1 percent in De-
cember 1972 to 56.9 percent in December 1973.
The rates of change of the major loan classifications
varied substantially. The loan category which showed
the most dramatic grosvth was Federal funds sold and
securities purchased under agreements to resell — it
increased by 56.4 percent during 1973 and constituted
8.1 percent of total assets at year end. The largest type
of loans, commercial and industrial, registered an 18.9
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16.2 percent of total as ets. Loans to indivi luals for counts increased 5.5 percent, and other operating in-
personal expenditures we eu p12.4 percent fiom the come increased 16.5 percent. Taken together, these
previous year, while all real estate-secured loans cx- three categories accounted for only 10 percent of total
perienced a 22.5 percent increase, operating income in 1973.
The average rate of return on loans increased sub-
stantially during 1973, another reason for the gain in Operating Expenses
loan income. The average return was 8.67 percent,
up from 8.09 percent in 1972. Total operating expenses rose by 31.4 percent in
1973 to almost $1.1 billion. The largest expense cate-
Income from securities also boosted the banks total .
gory was the interest paid on deposits. This item rep-
revenue. While income from all securities increased
—. . resented 41.9 percent of total operating expenses in
10.8 percent in 19e3, most of this increase resulted
1973. Interest payments on deposits increased 30.1
from securities other than those of the U.S. Treasury. .—
percent dunne 19i3 as a result of lnghcr average
These other securities, includine obligations of states . 0
0 rates paid as well as greater volume.
and political subdivisiotis. have increased in impor-
tance in the asset structure in recent years. The aver-
There has been an upward trend In the ratio of time
age return on U.S. Treasury securities increased from
and savings deposits to total deposits in recent years,
o.69 percent in 1972 to 6,23 percent last year. The ..
wInch partially explains the increasing interest cx-
obligations of states and political subdivisions earned
— pense on deposits. At year end 1973, time and savings an average rate of 4.25 percent in 19e3, up from 4.14 .-
deposits made up 49.6 percent of total deposits, hay- percent in 1972. ing increased from 47a percent in December 1972.
The remaining sources of income all increased over Furthennore, regulatory changes in 1973 permitted
their 1972 amounts, bitt accounted for much less of higher interest payments on sonic types of deposits.
total operating income. l’rust department income in- On July 1, maximum rates svere raised on certificates
creased 9.4 percent, service charges on deposit ac- of deposit less than $100,000 and interest ceilings were





Reserves and Other tiabilities
suspended for certificates of deposit in minimum de-
nominations of $1,000 with maturities of at least four
years. A maximum rate of 7¾ percent was imposed
on the latter type of deposit on November 1. In addi-
tion, maximum rates on all time deposits of $100,000
or more were phased out during the year. Conse-
quently, the average rate paid on time and savings
deposits increased from 4.78 percent in 1972 to 5.07
percent in 1973.
The largest percentage increase among the expetise
items in 1973 was the 191.2 percent increase in “other”
interest expenses. The most significant part of these
expenses was the cost of Federal
securities sold under agreements
almost tripled from 1972 to 1973.
JULY 1974
Remaining classifications of expenses grew at rela-
tively slower rates. Salaries, wages, and benefits in-
creased 13 percent, and all other expenses, which in-
cludes such items as occupancy, furniture and equip-
ment, depreciation, and provision for loan losses, in-
creased 17.4 percent.
~et Income
The result of these changes in revenues and ex-
penses for the Eighth District member hatiks was an
increase in income before taxes and securities gains of
$26.6 million, or 14 percent over the 1972 figure. This
compares with a 17.3 percent increase in tIns item for
all member banks in the nation. Although total operat-
ing expenses rose at a slightly faster rate than total
operating income in 1973, the absolute increase in op-
crating income was sufficiently large to cause an in-
crease in income before taxes and securities gains.
After higher income taxes, lower after-tax gains on
securities, and extra charges, net income increased
9.8 percent to $168 million in 1973.
Bank Capital
Capital of time member banks in the Eighth District
consists primanly of equity capital. Capital notes and
debentures accounted for only 4.6 percent of total
capital accounts as of December 1973. For the year
ending December 1973, equity capital rose 8.2 per-
cent and capital notes and debentures increased 5.7
percent, resulting in an increase of 8.1 percent in total
capital accounts. Net income as a percentage of equity
capital increased slightly, from 11.3 percent in 1972 to
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